UNITED STATES OF AMERICA
FEDERAL ENERGY REGULATORY COMMISSON

Before Commissonas  Curt Hébert, J., Charman;
William L. Massey, and Linda Bregthitt.

San Diego Gas and Electric Company Docket No. RP01-180-000

The Los Angdes Department of Water and Power Docket No. RP01-222-000

ORDER REQUESTING COMMENTS
(Issued May 22, 2001)

In reponseto petitions for rdief concerning high natura gas pricesin Cdifornia, this order
requests comments on whether the Commisson should reimpose the maximum rate cdlling on short-term
cgpacity rdease transactions into Cdifornia, and the effects of such action on the Cdifornia gas market.

Background

1. On December 7, 2000, in Docket No. RP01-180-000, San Diego Gas and Electric
Company (SDG&E) filed a petition for emergency rdief requesting thet the Commisson immediatey
order (1) that price-cgps for short-term releases of cgpacity for service to the Cdifornia border and to
points of interconnection between interdate pipdines and Cdifornialocd didribution companies (LDCs)
be reiimposed effective immediately and kept in effect until March 31, 2001, and (2) that sdlersbe
required to Sate sparatdy the trangportation and commodity components of the bundled rate for

1Saction 284.8(7) of the Commission's regulaions, asimplemented by Order No. 637, States
that, "[u]ntil September 30, 2002, the maximum rate celling does not goply to cgpacity rdesse
transactions of lessthan one year. With respect to rdeases of 31 days or less under paragrgph (h), the
reguirements of paragraph (h)(2) will gpply to al such rdesses regardiess of the rate charged.”
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sdles a these points so that the cap can be enforced on these transactions? Altematively, SDG& E
assarted that the cap could be enforced on such bundled sales through a mechaniam that caps bundled
sdesa these points a 150 percent of the sum of areported average commodity sdes price plusthe as
billed rate for interdate trangportation.

2. On February 1, 2001, the Los Angdles Department of Water and Power (LADWP) filed
apetition that requests thet the Commisson immediatdly rescind the portion of Order No. 637 thet
removed the price cgp for short-term cgpacity reease and pipdine capadity transactions for sarviceto
the Cdifornia border and to points of interconnection between intersate pipdines and CdiforniaLDCs
until March 31, 2001. LADWP further requests that the Commission initiate a procesding thet will dlow
the Commission to determine by March 31, 2001, whether the removd of the price cap on short-term
transactions associated with Cdliforniais warranted.

Public Natice and Interventions

Public natice of SDG& E'sfiling was issued on December 8, 2000. Interventions and protests
were due by December 13, 2000. Public notice of LADWPsfiling was
issued on February 26, 2001. Interventions and protests were due by March 2, 2001.  Pursuant to Rule
214 (18 CFR. 8 385.214 (2000)), dl timdy filed motionsto intervene and any mationsto intervene out-
of-time filed before the issuance date of this order are granted. Granting late intervention & this stage of
the procesding will not disrupt the proceeding or place additiond burdens on exiging parties

With regpect to SDG& E's petition, anumber of Cdiforniaentities, induding the Public Utilities
Commisson of the Sate of Cdifornia(CPUC), Cdifornialoca
digribution compenies (LDCs), municipdlities, and various busness concerns filed commentsin support
of granting the requested rdief. Commentsin gppogtion to
SDGE& E's petition werefiled by various parties, manly by gas marketers. Ceartain other commenters
such asthe Indicated Shippers and the Naturd Gas Supply Association (NGSA) supported rempaosition
of the price cgp on short-term capacity release
transactions but opposed any price cgp on bundled sdles of gas or the gas commodiity.
Snce LADWPsreguest for rdief isthe same as SDG& E's, fewer comments werefiled in regponseto
LADWPSs petition. Aswith the SDG& E petition, Cdlifornia entities support the request for rdief.

20On May 18, 2001, in Docket No. RM01-9-000, the Commission issuied an order proposing to
Impose cartain reporting reguirements on netura gas sdlers and trangporters sarving the Cdifornia
market. The proposed reporting requirements are intended to provide the Commisson with the
necessary informetion to determine what action, if any, it should teke within itsjurisdiction. Our order
today coupled with our May 18 order continues to focus on issues rlated to natura ges pricesin
Cdiforniaand actions we may take to address capacity rdease transactions and bundled sdes (i.e, the
"gray market").
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Discusson

SDG& E and LADWP request that the Commission re-impose the price cgp for short-term
releases of cgpacity for sarvice to the Cdifornia border and to points of interconnection between
interdtate pipdines and CdiforniaLDCs  Thar request for
relief is basad on the assumption that high prices of gas ddivered a the Cdiforniaborder are due, in part,
to the ahility of persons sling to the Cdifornia market to charge above the interdate pipdings maximum
tariff rate for the rdease of pipdine capacity. SDG& E pointsto the spot price a the Cdiforniaborder of
$50 per MMBLtu for November and December 2000 as evidence of Sgnificant market distortions
requiring Commission action.

In response to the requestsfiled by SDG& E and LADWP, the Commission Steff
has been andyzing the capacity rdease information pipdines are required to mantain pursuant to section
284.13 of the Commisson'sregulaions. The Commission Staff has examined cgpadity rdesse
informetion for pipdines serving Cdiforniafor the period
from November 2000 through April 2001. The Commission Staff'sandyssinthe
atached Appendix shows that there were very few capacity transactions rdease transactions into
Cdiforniathet were above the pipdines maximum rates. For the period November 2000 through April
2001, the pipdines capadity rdease information shows
that releases above the pipdines maximum rates ranged from ahigh of 91,236
MMBtu/day for April 2001 to alow of 7,000 MMBtwday in December 2000. The interdate cgpeacity
into Cdiforniais goproximatdy 7,435,000 Mcf/day® (an Mcf is
roughly equa to an MMBLtu) and the intrastate recaipt capaaity (takeaway capadity) is
goproximatdy 6,675,000 Mcf/day.* Therefore, the volume of capadity rdeases above the maximum
tariff rate as compared to the interdate cgpacity into Cdiforniaranges from alow of .09 percent for
December 2000 to a high of 1.2 percent for April 2001.

3Energy Information Administration 1999 Report on Cdifornia Interstate Naturd Gas Pipdine
Capacity Levds. The Commisson has dso recently goproved an additiond 485,000 Mcf/day of
capadity into Cdifornia. See, Questar Southern Trails Pipdine Company, Docket No. CP99-163-001,
et d., 92 FERC 61,110 (2000); Kern River Gas Transmission Company, Docket No. CP01-106-
000, 95 FERC 161,022 (2001); and El Paso Naturd Gas Company, Docket No. CP00-422-000, et
a., 95 FERC 161,176 (2001).

4Seewww.cpuc.cagovidaticindustry/gesigastworkshop.htm. April 17, 2001 presentation of
the Cdifornia Energy Commisson & CPUC Naturd Gas Infragtructure Workshop. An andyss done by
Economigts Incorporated for the Interdate Naturd Gas Assodiaion of America shows that the intratate
takeaway cgpadity 15,853,000 Mcf per day. See, "Cdif. Utilities Sourned Pipdine Projects’ in The
Eledricity Daily (May 18, 2001).
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Inlight of thisinformation, the Commission requests comment on whether section 284.8(i), which
dates "[u]ntil September 30, 2002, the maximum rate ceiling does not gpply to capecity rdease
transactions of lessthan one year," should not goply to cgpecity rdease transactionsinto Cdifornia, thet
is the maximum rate cailing would be
reimposed on short term cgpaaity rdease transactions into Cdiforniaprior to
September 30, 2002.

As pat of thisinguiry, the Commisson reguests comment on the following questions: (1) Would
reimpogtion of the maximum rate ceiling on short-term cgpecity rdeese transactionsinto Cdifornia have
any dgnificant effect on the price of ges a the Cdifornia border; (2) Should the rempogtion of the
maximum rete caling on short-term capaaity release transactions be limited to Cdlifornia.or extended to
pipdines ddivering into the Western Systemns Coordinating Coundil (WSCC) region; (3) What effect do
cgpaaity rdease transactions have on wholesde dectric prices; (4) What would be the effect of
reimposing the maximum rate caling on short-term capaaity rdease transactionsinto Cdiforniagiven firm
shippers ahility to make bundled sdles a the Cdifornia border; and (5) How will remposing the
maximum rete caling for short-term capecity rdease transactions into Cdiforniaimpact shippers aaility to
obtain short-term firm capaaity.

Any person interested in responding to the questions discussad above should file comments with

the Commisson within 20 days of the date of thisorder. The commentswill be used in determining what
further actions should be taken by the Commisson in response to the petitions filed in this proceeding.

The Commisson orders

Interested persons are directed to file commentsin response to the questions pased above within
20 days of the date of this order.

By the Commisson.
(SEAL)

David P. Boergers,
Seoretary.
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